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Dotson Dispatch

Profit

" Dotson Capabilities:
Admin Labor ® Gray Iron

o 2 e Ductile Iron

e Austempered
Ductile Iron
Carbidic ADI
1 to 75 Pounds
Machining
Painting
Plating
Assembly

Taxes
Sales 3%

Plant
18%

\_Materials

38%

Casting Price Breakdown




4% Now!

Sometimes it is 2%, other times it is 5%. Some
companies insist on 5% now, 5% next year and
5% the following year. Some companies say that

if you don’t come wup
by 5% they will debit the full amount of the
yearly “savings” atevert

a company is in the supply chain, the pressure is
the same. I f you don
lose the work.

The breakdown on the front page is typical of the
foundry industry —not much different than other
manufacturers. In foundries it is very difficult to
cut material costs as they are world priced
commodities and energy costs. Significant cuts in
admin, overhead and plant expenses cut deeply
into capability and service. If the industry
eliminated all profit, it would barely satisfy the
4% demand.

Manufacturing plants have only four ways to
lower the selling price:
1. Engineer out part specific costs
2. Improve overall productivity
3. Increase sales to spread overhead
4. Cut the margins

Everyone’'s first choi
specific costs. This is truly a win/win solution.
However, it is a choice that requires real work.
The easy options of changing a freight company
or eliminating unnecessary steps have been taken
years ago. Today, most choices require
specification or tooling changes. With
engineering/design time being very tight in
companies, there is little chance that an
established part with low or medium sales will be
allocated any time. The tooling option requires
spending money and many companies have an
expectation that there will be less than six month
payback on any expenditures.
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The second option is to improve overall
productivity. This is done by investing in new
plant and equipment. The Dotson Company and
the foundry industry have been very successful in
using this tool to offset inflationary increases.
Without the continuous improvement a $1.00
casting in 1972 (using historical inflation index)
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Not only has the price of castings fallen over 30
years but the value has increased tremendously.
Today’ easting has tighter tolerances, meets
tougher specifications and is more consistent that
its predecessors.

This continuous improvement in casting prices is
$ersouslly tBreatenBd®y apuBcBaging Sradtice thet a r
is becoming more and more prevalent. Large
companies, particularly those with listed stocks,

are demanding 60, 75 and even 90 day payment
terms. The supplier has to invest in account
receivables rather than new plant and equipment.
While this gets a short term benefit to the

customer it can be disastrous in the long term.

The third selling price reduction option is to

increase sales to spread overhead. | n t oday
market, not a very realistic option. With the

pricing pressure for new or transferred work at
unbelievable levels (think China), new work has a
lower margin than existing work. What used to

be a good way to increase profits is likely to just
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push more product through the plant and wear out
equipment faster.

The final option for lowing prices is to cut the
margin. This is a dangerous path to take in an
industry that has historically been a very low
margin industry. And, like option three, it cuts
investment in new plant and equipment.

A strong, long term alliance between supplier and
customer should concentrate cost/price
| containment efforts in the following areas:

1.

Look at total costs not just the purchase
price. The price of the casting may
actually go up but machining or
assembly cost goes down more.

Have the supplier take responsibility for
more functions (painting, machining, and
assembly).

Allow a one year payback on tooling
investments.

Recognize that the biggest savings are in
future projects. Get the foundry involved
early in the design.

Concentrate on conversions of
weldments to castings. There are very
large potential savings in this area.

Pay invoices in 30-days so that suppliers
can invest to improve their plant
productivity.

Does any of the above make the 4% urgency go

away?

Probably not.

of life. The challenge that we collectively have is
to find win/win solutions.

President,
The Dotson Company
ddotson@dotson.com
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3.
Navigable rivers flow through almost every: part of the stafe.
= With no large natural lakes, dams Jersthave created many -
artificial lakes. Foresls cover about two-thirds of the land wnh v
pine, cedars; e he slaIe is '

With gray feathers, yellow patches and a red band around ils neck,
it gives an appearance similar fo the Confederatfe uniforms. 4
The Alabama soldiers became known as the

The Iargest city, Birmingham, developed as a steelmaking
enter. Today it is an important medical center.
Many of Alabama s cities have kept the
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